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KEY ECONOMIC INDICATORS: HONDURAS 


All figures in million US$ 
unless otherwise stated. 
ITEM 


ECONOMIC GROWTH 


GNP at Current Prices 
GNP at Constant 1966 Prices 


Per Capita GNP at 1966 Prices (US$) 


Population (1,000)* ° 
MONEY, PRICES AND FINANCE 


@ENTRAL GOVERNMENT: 
Current Revenues 
Current Expenditures 
Capital Expenditures 
Deficit 
Money Supply 
Public Debt Outstanding (CG) 
Domestic Debt 
External Debt 


Pubhic Debt as % of Current GNP 


Exchange rate as of February 1978 


US $1.00 = Lempiras 2.00 


1978 
(Prelim) 


Consume r Price Index (1966 = 100)** 


BALANCE OF PAYMENTS 


Net International Reserves 
(Consolidated Banking System) 


72 135 


Net International Reserves (Central Bank) 99 157 


Current Account Balance 


-122 -178 


Debt Service Ratio (% Export Goods & Services 6 72 
Total Exports (F.0.B.) Goods and services 455 680 


Bananas ji 
Coffee 

Lumber 

Refrigerated Meat 
Metals 


107 135 
100 211 
41 43 
26 37 
32 35 


Total Imports (F.0.B.) Godds & Services 580 875 
Imports of Goods (C.I.F.) fram U.S. 198 ‘ 301 


Trade with CACM 
Exports (F.0.B.) 


Imports (C.I.F.) 
Deficit 


36 49 
59 87 
23 38 
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* Planning Council CONSUPLANE)population figures are higher and if adopted would greatly 


_reduce per capita income data. 
## Average Jan-Dec, each year, 


SOURCE: Central Bank of Honduras 


Other agencies use the CONSUPLANE figures. 


Chang. 
1977-78 
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ECONOMIC TRENDS: HONDURAS 
February 1979 


SUMMARY 


Honduras continued to benefit from favorable economic growth and stability 
though 1978, recovering from hurricane and drought in 1974 and 1975. 
Double-digit advances in almost all 11 components of the national accounts 
resulted in an overall growth in GDP of 14 percent at current prices. 
Industry led all sectors (24.1 percent), followed by finance (16.4 percent), 
construction (14.9 percent) and agricultural, forestry and fishing 

(13.9 percent). Even at deflated prices, the advances in the three 
leading productive sectors averaged 11 percent. GDP in constant prices 

at $880 million was up 6.8 percent, while GNP in constant prices at $850 
million was ahead 6.9 percent. This favorable 1978 growth rate is due 
largely to higher prices for key exports as coffee, beef and bananas, 

and substantially higher volume of exports of coffee, beef, zinc, sugar, 
cotton and wood products. Heavy development expenditures also contributed 
to economic growth. 


While export growth and capital flows in the balance of payments 
account for 1978 represent signs of strength, Honduras' dependence 

on imported goods and services resulted in a nearly 50 percent 
increase in the current account deficit to $178 million. Imports of 
goods were up 21 percent to $666 million, outpacing export growth 

at 16.4 percent to $608 million. While the merchandise trade deficit 
at $58 million was modest, the combined deficit in goods and services 
swelled to $195 million in 1978. Coffee export volume was up nearly 
60 percent to 956,000 bags (60 kilogram), but price declines moderated 


the export value at $211 million for a 25 percent increase over 1977. 
The following export gains are noteworthy: bananas (6 percent); beef 


(69 percent); minerals (9 percent); and cotton (113 percent). Lumber 
exports were down 9 percent, but wood products were up about 60 percent. 
Capital inflows, mostly long-term, were ahead 19 percent, exceeding 
$200 million. The surplus on capital account more than covered the 
current account deficit, permitting a modest growth of Central Bank 
foreign exchange reserves to $157 million (18 percent of goods and 
services imports). 

Continued financial restraint, designed to minimize competition for 
scarce resources required for development at a time of high export 
earnings, reduced price inflation to 5.7 percent compared with 8.5 
percent in 1977. GOH current revenues at $256 million (up 9.6 percent) 
were ahead of current expenditures by $39 million. Capital spending 
by the government grew 26 percent to $123 million, reflecting heavy 
development investment. Public debt stood at about $580 million on 
October 31, 1978, compared with $510 million at the close of 1977. 





Economic growth in real terms during 1979 is expected to be 

more modest at 5 to 6 percent, in line with reduced rates of 
increase in export earnings. Expanded exports of bananas, coffee, 
beef, sugar and cotton may only offset an anticipated $50 million 
drop in coffee export earnings. Monetary policies are being em- 
ployed to reduce import growth, but a current account deficit of 
$300 million is seen as inevitable, due to higher prices for needed 
imports -- especially fuels which are projected at $130 million, 
versus $75 million in 1978. Inflation is forecast at between 8 
and 10 percent. Construction, industrial and transport machinery 
and equipment imports ($243 million in 1978) wili continue to lead 
import growth in view of major electric power, forestry and road 
projects to be initiated in 1979. 


PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


1. National Accounts and Prices. 


Responding to the stimuli of record export earnings and growing 
government development expenditures, the Honduras economy in 1978 
experienced a high economic growth rate for a third successive year. 
Despite a sharp decline in coffee prices, continued low prices for 
some exports and concern over temporary disruptions of trade with 
Costa Rica, Panama and Nicaragua, the increased production of key 
exports and other products resulted in growth in GNP at 13.9 percert 


(6.9 percent in real terms). Increased GOH development outlays (up 

26 percent) improved relations between the government and the private 
sector, a lessening of inflation and generally stable terms of trade -- 
except for coffee prices -- were key factors in stimulating economic 
activity. With some help from external financing, Honduras appears to 
have reached a level of sustained expansion well above empirical growth 
rates of 3-4 percent. 


A review of national account data reveals double-digit growth in all 
important sectors. Gross national product (GNP) at current prices 
reached $1.7 billion ($850 million in 1966 prices) permitting per 
capita income to advance by 4.2 percent. Domestic product (GDP) in 
agriculture, which includes forestry and fishing, totalled $493 million 
(current prices), up 14 percent. Agriculture retained its one-third 
share of GDP despite faster growth of manufacturing at over 24 percent, 
to $270 million. Commercial activity, the third largest sector, ex- 
panded 9.4 percent, to $187 million. Banking activity, including 
insurance and realty income registered 16.4 percent growth, to $68 
million. Even in constant prices GDP in agriculture, manufacturing, 
and finance advanced 10-11 percent. It is noteworthy that real GNP 





has grown steadily at 6 or more percent for 3 straight years, ending 1978 
up 20 percent (57 percent in current prices) over 1975's drought and 
hurricane-depressed level. Real per capita growth over the 3-year 
period rose 11.5 percent despite a population growth of 8.5 percent 

for the period.* 


The low general price index increases of 8.5 and 5.7 percent in 1977 

and 1978, respectively, tend to mask important price movements in 

these years. In 1977 and 1978, prices varied widely for such staple foods 
as the following: beans, 25.9 percent and 19.1 percent; corn, 60.8 percent 
and -5.3 percent, and rice, 9.6 percent and 13.9 percent. Sugar and 
bananas also had substantial price increases. Accelerated GOH agricultural 
development and marketing programs should improve supplies and prices 

for these important food crops. 


2. Balance of Trade and Payments. 


The key role of trade in Honduras' economic performance is apparent 
from a comparison of combined imports and exports of goods and services 
($1.6 billion) with GNP ($1.7 billion) in 1978. When output and prices 
of key exports are above average, as has occurred in the past 3 i 
years, growth has been favorable. Coffee earnings surged from $57 


million in 1975 to $211 million in 1978. Banana earnings, depressed 
by recent hurricane damage to $62 million in 1975 more than doubled 
by $135 million by 1978. Meat export value rose similarly to $37 
million. Higher lumber prices have offset lower shipments of this 
key export in recent years. Other gains were registered by exports 
of seafood, minerals, cotton, sugar, soaps, tobacco and wood products, 
indicating success in diversifying earnings. 


Growth in exports (16.2 percent overall) was outpaced, however, by 

growth in imports (19.4 percent).** Higher prices .fer petroleum and chemical 
imports, as well increases in the volume of these imports, are a main 

cause of rapid import growth. Imports of construction, industrial and 
transport machinery and equipment, the largest single category ($242 million) 
were up 52 percent in volume and 85 percent in value in the 2 years 

ending with 1978, Although the 1978 gap in merchandise trade was small 

at $58 million, Honduras' heavy dependence on imported services resulted 


in a current account deficit of $178 million, compared with $120 million 
in 1977. 


Net receipts on capital account of $203.6 million and transfers of 
$16.5 million more than offset the deficit and resulted in a gain in 


* Note: Population data used in this report are those used by 
the Central Bank. CONSUPLANE (Planning Council) population 
data are higher (9.5 percent in 1978). Using the latter data 
would result in low per capital GNP growth. 

** Including services. 





international reserves of $29.1 million to a total of $157 million, 


less than 2 months coverage of goods and services imports). Only 
slightly over half of capital inflows were on official account, 
with the remaining $91 million going to private borrowers or 
investment (only $50 million in 1976), showing accelerated private 
sector activity. Over three-fourths of capital inflows were on 
long term to avoid heavy, short-term debt accumulation. 


3. Government Finance and Development. 


Government officials cite favorable growth during the 5-year plan 
period ending in 1978 as vindication of the government's increased 
role in economic development and financial management. Their year- 
end economic statements foretell of stepped up efforts to capture 
and channel savings and revenues to support an even larger, billion 
dollar 1979-1983 development plan. Government current revenues con= 
tinued to grow in 1978 for a 2-year gain of 47 percent to $256 
million. Current expenditures of $217 million grew less during the 
year, and rose only 33 percent since 1976, leaving substantial sur- 
pluses. Rumors of higher taxes in 1979 to fund increasing 
development expenditures is denied now, but may become a reality 
in 1980. Central government investment rose 26 percent in 1978 

to $122 million, for a 2-year rise of 57 percent. Other public 
sector investment boosted the total to $209 million in 1978. 


To neutralize inflationary pressures arising from government 
development spending and high import earnings, GOH is relying on high 
bank reserve requirements of 30 and 40 percent for domestic and 

foreign deposits, respectively, and a mix of rediscount and interest 
rates, as well as attractive development securities. These policies 
have been successful in avoiding diversion of scarce resources from 
priority development needs and channeling domestic savings into planned 
projects, as well as in moderating inflation. A measure of their 
success are private sector complaints that financing for business and 
industry is both scarce and expensive. 


Relief for smaller private investors came with the announcement 

in December 1978 of a $28.4 million investment fund (FODEI). This 
fund, to be formed from IBRD and GOH resources and added to by 
private bank sources, would offer credits for small and medium 
private industrial investments. The National Investment Corporation 
(CONADI) and Forestry Corporation (COHDEFOR) would help to review 
projects, 60 of which have been identified with IBRD assistance. 


Three large undertakings will require over half of the 1979-83 
Development Plan's $1 billion investment outlay: El Cajon Hydroelectric, 





Olancho Forestry Development (including related road network) and 
cement plant projects. Perhaps $60 million at most can be allotted 
annually to the investment budget for agriculture, health, education 
and other development needs. The GOH may need to look to both tra- 
ditional and new sources of revenue to capture more internal savings 
to fund this ambitious plan. Concessional credit terms from the IDB, 
IBRD will be heavily relied on to minimize debt service which is 
expected to reach 15-16 percent in the 1980's. 


4. Agriculture 


Important gains achieved in production and export of key cash crops 

in recent years account for most of the 14 percent increase of this 
sector's contribution to real GDP in 1978 (32 percent increase since 1976).° 
Performance in basic food and grain crops has been uneven. Increased 
earnings from coffee, bananas, meat, sugar and cotton have been cited 
earlier. Bean, corn, and rice harvests have fluctuated widely, im- 
pacting adversely on domestic supplies and prices of these necessities. 
Stepped up priorities for agricultural development are beginning to 
produce results, but problems persist. Some problems related to scale, 
soil quality, water, credit, extension services and primitive tech- 
nology, marketing and prices, which have been identified in recent 
studies, are being given more serious attention. Favorable weather, 
better roads, ample credit and higher prices (early in the year) 
induced a good corn crop in 1978. 


High coffee prices prompted expansion and intensification of production 
of this traditional crop. Both the 1977/78 and 1978/79 crops set 
records of over one million bags, compared with a 1969-74 average of 
689 thousand bags. Despite a price decline in 1978, export earnings 
reached $211 million, contrasted with $57 million in 1975. The out- 
look is for an even larger crop this year, but earnings are expected 

to fall to $130 million. 


Banana production continued to grow slightly despite a serious outbreak 
of black Sigatoka, a resistant fungus. Employment of a new and highly 
effective fungicide is expected to permit greater yields in 1979. 


Honduras has been favored with substantial increases in its restraint 
levels under the U.S. meat import program in recent years. Beef export 
value doubled between 1975 and 1978 as a result of both volume and 
price increases, Cattlemen's concerns over possible losses of land 

to agrarian reform projects have been relieved. somewhat by more prag- 
matic government practice. 


With the inauguration of a third new sugar mill in January 1979, sugar 
exports are expected to exceed 75,000 tons this year. Exports reached 





only 22,588 tons in 1978. This new source of export income is 
counted on to help offset rising import costs. Expanded acreage 
under cotton and tobacco and other crops are also resulting in 
increasing export earnings. 


5. Manufacturing. 


The industrial sector was, in terms of current prices, the leading 
growth sector in 1978. Production increased in value in 1977 and 

1978 by 20.5 and 24.1 percent, respectively. In real terms, output 
increased about 10 percent in both years. Manufacturing still accounts, 
however, for only $270 million or 18 percent of GNP, compared with 

$493 million of agricultural origin (32 percent) in 1978. 

This expansion in output responded to increases in gross private 
capital investment of 20 percent annually in 1977 and 1978 (in 

current prices). Comparable figures in 1966 prices are 15 and 14 
percent, for these years. 


Increases in private investment are another sign of an improved 
investment climate, as well as promotion efforts by the investment 
corporation, CONADI. The government has been more receptive 


to private sector views over the past 2 years. Most new invest- 
ment has occurred in sugar refining, tood and beverages, textiles 


and apparel, leather goods, wood products, chemicals and pharmaceuti- 
cals and plastics. 


New investments are planned in hotels and tourist resorts (about 500 
rooms), cement, coke (from lignite), agricultural machinery, iron 

and steel, tobacco products, foods, plastics, clothing, wood products, 
paper and cartons and steel fabricating. Most significant major 
projects are a $10 million Sheraton Tegucigalpa hotel, Piedras Azules 
Cement Plant ($55 million), and Rio Lindo Textile plant expansion 
($15 million, now underway). Following the visit of an 18-.person 
government and private sector mission to Washington to participate 

in an OPIC-sponsored seminar in late 1977, the government has stepped 
up efforts to attract private foreign investment. New and expanded 
U.S. investment is found in the following products or activities: 
tourism, shrimp farming, power ‘yachts , foods, textiles, tobacco, 
ornamental plants and seeds, mining and wood products. 


6. Economic Outlook 


Sustained economic expansion is forecast through 1979, mainly because 
of persistent favorable economic performance for 3 consecutive years 
and the prospect of continuing ample external funding for major 
projects in the new 5-year plan. The government has fostered 





stable political and economic conditions over the past few years 
which has permitted a build-up of economic momentum which would 
seem to require external factors or a force majeure to arrest. As 
recent as 1974, hurricane Fifi and a drought in 1975 brought growth 
to a standstill, demonstrating the vulnerability of the economy. 
The outlook is clouded also by the unrest prevailing elsewhere in 
Central America which could impact on Honduras -- if only in inter- 
ruption of regional trade. 


Barring such unforeseeable setbacks and given no sharp declines in 
prices for coffee and bananas, the economy is expected to grow in 
real terms at between 5 and 6 percent in 1979. Inflation is expected 
to edge upward somewhat. 


Realizing a need to increase export earnings and to close the gap in 
industrial activity between Honduras and its neighbors, the Govern- 
ment is giving increased recognition to the role which private 
enterprise can play in development. This is apparent from recent 
flexibility in controls on prices, credit and industrial incentives. 
This shift may have its origins in the Government's awareness of 
increasing import costs, a doubling of debt service costs in the 
1980's, and a desire to be on more equal footing with its neighbors 
upon re-entry into the Central American Common Market. Thus, public 
policy is expected to be supportive of private sector growth. 


Approval by the Inter-American Development Bank of $95 million for 
the El Cajon hydroelectric project in December 1978 and the prospect 
of $105 million in credits from the World Bank for this major project 
in April 1979 reflect confidence in Honduras' development program. 
The implementation of El Cajon, the Olancho Forestry scheme and other 
development projects with substantial external assistance should help 
to sustain economic growth into the 1980's. The attached list of 


important projects illustrates the magnitude of Honduras' development 
effort. 


PART B: IMPLICATION FOR U.S. BUSINESS 


Honduras' most significant trade partner continues to be the United 
States, which is the source of over 40 percent of its imports and 
the market for about 50 percent of its exports. Imports from the 
United States rose rapidly in 1978, increasing 21 percent over 1977. 
The appreciation of other currencies of the major industrialized 
countries in relation to the dollar has improved the market for U.S. products. 


\ 


Honduras relies heavily on foreign sources, particularly the United States, 
to supply the bulk of its needs for most manufactured goods, 
industrial raw materials and capital equipment. Specific areas 

with strong market potential for 1978 are electrical generating 





equipment and supplies, construction machinery, building supplies, 


transport equipment, sawmill, lumbering, and woodworking equipment, 
and food processing and packaging equipment. Small manufacturing 
plants, including plants to make industrial alcohol, candy, clay 
pipe, mattresses, foam rubber, tires, plastic products, poultry 
packing, aluminum fixtures, and a foundry are planned or being built, 
often involving participation by CONADI. Often the success of U.S. 
suppliers in winning bids is the ability to offer favorable financing 
packages, particularly in the term of the credit. 


The steady growth of the agricultural sector, and its increasing 
diversification, present a growing market for agricultural machinery 
and tools, fertilizers and other agrochemicals, irrigation equipment, 
storage facilities, and processing equipment as gains come as much 
from increased yields as larger acreages. Among its initiatives to 
support the agricultural sector, the government has recently established 
the autonomous Instituto Hondurefio de Mercadeo Agricola to stabilize 
grain prices and supplies. It will build a series of five grain 
storage facilities. The National Agrarian Institute (INA) and CONADI 
are building several palm oil mills. Several irrigation projects are 
being studied by the Ministry of Natural Resources. 


As can be seen from the following list of major projects, procurement 
by the government or its autonomous institutions offers some of the 
most significant opportunities. The short time between announcement 
and closing of bids and the tendency to divide up a project or pur-. 
chase into small lots often makes it impractical for foreign firms to 
compete unless they have a competent local agent with good contacts 
to represent them. The Market for consumer goods reflects both the 
growing middle class and the generally positive economic trend. In- 
dicative of this is the greater ability of retailers to specialize 
their lines, as well as to stock increased variety. The Embassy 
regularly reports leads for consumer goods through the Department of 
Commerce Trade Opportunities Program. 


The Government of Honduras maintains an open door policy towards 
foreign investment. Foreign private capital is . giveri the same 
treatment and protection as domestic capital. There are no restric- 
tions on repatriation of profits, dividends, interest or capital. A 
Free Zone was recently established at Puerto Cortes. It encourages 
investment in tourism, agro-industrial projects, and export oriented 
industries producing semi=processed and processed goods. Honduras 
has recently succeeded in attracting foreign companies to invest 
large sums in oil exploration, textiles, wood products industries, 
fisheries and a cement plant. Additional opportunities might be 
found in industries recently approved for investment incentives or 
in conjunction with CONADI or local entrepreneurs. 





MAJOR DEVELOPMENT PROJECTS IN HONDURAS 
PROJECT AGENCY - $ COST* 


PLANNING STAGE 


Agalteca Iron & Steel Plant 85 
Naranjito Hydroelectric Project 84 
New Tegucigalpa Airport 25 
Gracias-La Esperanza-Siguatepeque Rd. 35 
Danl{-Santa Maria Road 10 
Guayape Valley Rural Development o 
Satellite Earth Station 5 
Guatemala/Honduras Power Interconnection 7 8 
Puerto Cortes Thermal Power 35 


NEAR BID STAGE FOR ENGINEERING OR CONSTRUCTION 


Tegucigalpa Water System Master Plan 3.5 IDB 
Power VII - El Cajon Hydroelectric CABEI,IBRD, IDB 
Olancho Pulp & Paper IDB, VIF, IBRD 
Cortes, Ceiba, Progreso Water IDB 

El Porvenir-Sulaco-Yoro-Olanchito Rd. 49.6 IBRD 
Telecommunications II - Regional CABEI 

Social Security (IHSS) Hospital in SPS ‘ 15.6 IHSS 
Telephone - Rural 

Telephone - Tegucigalpa - North 


IMPLEMENTATION STAGE 

Olancho Forestry - 

Repavement/Rectif. South E Highway 
Olancho Forestry - Stage II lumber Mills 
Aguan Valley Rural Electrification 
Tegucigalpa-Jicaro Galan Rd. 

Palm 011 Plant 

El Nispero Hydroelectric Project 

Cement Plant - Ind. Cementera, S.A. 
Castilla Port 


~ 


GOH 


~ 


IDB 


15 VIF (IDB) + Qnl. 
17 IBRD 

6 CABEI 

62.8 IBRD, IDB 

18 IDB 

51 IBRD 

7 AID 

8.3 IDB 

43 IDB 


~ 
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El Progreso-Sta. Rita-Yoro Rd. 
Talanga-Juticaipa-—Catacamas Road 
Agricultural Credit 

Emergency Hospitals & Health Centers 
Lower Aguan Agric. Dev. II 

Upper Aguan Irrigation 

La Ceiba - Jutiapa Road 

San Lorenzo Port (Dredging). 

San Esteban=Bonito 0.-Castilla Rd. 


Re 


=) 


5 CABEI 
GOH 
50 IDB/IBRD 


~ 


* In millions; ;mmber indicates GOH agency responsible for project 


SANAA 4, CONADI 7. ENEE 10, Ministry of Communications 
BANAFOM 5. COHDEFOR 8. Port Authority ll. Ministry of Nat. Resources 
INVA 6. INA 9, Civil Aeronautics 12, Ministry of Public Health 


* U. S. GOVERNMENT PRINTING OFFICE: 1979—281-058/82 





